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(e) Statute of limitations—(1) Extension 
of statute of limitations. Under section 
118(d)(1), the statutory period for as-
sessment of any deficiency attributable 
to a contribution to capital under para-
graph (a) of this section does not expire 
before the expiration of 3 years after 
the date the taxpayer notifies the Sec-
retary in the time and manner pre-
scribed in paragraph (e)(2) of this sec-
tion. 

(2) Time and manner of notification. 
Notification is made by attaching a 
statement to the taxpayer’s federal in-
come tax return for the taxable year in 
which any of the reportable items in 
paragraphs (e)(2)(i) through (iii) of this 
section occur. The statement must 
contain the taxpayer’s name, address, 
employer identification number, tax-
able year, and the following informa-
tion with respect to contributions of 
property other than water or sewerage 
disposal facilities that are subject to 
the expenditure rule described in para-
graph (c) of this section— 

(i) The amount of contributions in 
aid of construction expended during 
the taxable year for property described 
in section 118(c)(2)(A) (qualified prop-
erty) as required under paragraph (c)(1) 
of this section, identified by taxable 
year in which the contributions were 
received; 

(ii) The amount of contributions in 
aid of construction that the taxpayer 
does not intend to expend for qualified 
property as required under paragraph 
(c)(1) of this section, identified by tax-
able year in which the contributions 
were received; and 

(iii) The amount of contributions in 
aid of construction that the taxpayer 
failed to expend for qualified property 
as required under paragraph (c)(1) of 
this section, identified by taxable year 
in which the contributions were re-
ceived. 

(f) Effective date. This section is ap-
plicable for any money or other prop-
erty received by a regulated public 
utility that provides water or sewerage 
disposal services on or after January 
11, 2001. 

[T.D. 8936, 66 FR 2254, Jan. 11, 2001] 

§ 1.119–1 Meals and lodging furnished 
for the convenience of the em-
ployer. 

(a) Meals—(1) In general. The value of 
meals furnished to an employee by his 
employer shall be excluded from the 
employee’s gross income if two tests 
are met: (i) The meals are furnished on 
the business premises of the employer, 
and (ii) the meals are furnished for the 
convenience of the employer. The ques-
tion of whether meals are furnished for 
the convenience of the employer is one 
of fact to be determined by analysis of 
all the facts and circumstances in each 
case. If the tests described in subdivi-
sions (i) and (ii) of this subparagraph 
are met, the exclusion shall apply irre-
spective of whether under an employ-
ment contract or a statute fixing the 
terms of employment such meals are 
furnished as compensation. 

(2) Meals furnished without a charge. 
(i) Meals furnished by an employer 
without charge to the employee will be 
regarded as furnished for the conven-
ience of the employer if such meals are 
furnished for a substantial noncompen-
satory business reason of the employer. 
If an employer furnishes meals as a 
means of providing additional com-
pensation to his employee (and not for 
a substantial noncompensatory busi-
ness reason of the employer), the meals 
so furnished will not be regarded as 
furnished for the convenience of the 
employer. Conversely, if the employer 
furnishes meals to his employee for a 
substantial noncompensatory business 
reason, the meals so furnished will be 
regarded as furnished for the conven-
ience of the employer, even though 
such meals are also furnished for a 
compensatory reason. In determining 
the reason of an employer for fur-
nishing meals, the mere declaration 
that meals are furnished for a non-
compensatory business reason is not 
sufficient to prove that meals are fur-
nished for the convenience of the em-
ployer, but such determination will be 
based upon an examination of all the 
surrounding facts and circumstances. 
In subdivision (ii) of this subparagraph, 
there are set forth some of the substan-
tial noncompensatory business reasons 
which occur frequently and which jus-
tify the conclusion that meals fur-
nished for such a reason are furnished 
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for the convenience of the employer. In 
subdivision (iii) of this subparagraph, 
there are set forth some of the business 
reasons which are considered to be 
compensatory and which, in the ab-
sence of a substantial noncompen-
satory business reason, justify the con-
clusion that meals furnished for such a 
reason are not furnished for the con-
venience of the employer. Generally, 
meals furnished before or after the 
working hours of the employee will not 
be regarded as furnished for the con-
venience of the employer, but see sub-
division (ii) (d) and (f) of this subpara-
graph for some exceptions to this gen-
eral rule. Meals furnished on non-
working days do not qualify for the ex-
clusion under section 119. If the em-
ployee is required to occupy living 
quarters on the business premises of 
his employer as a condition of his em-
ployment (as defined in paragraph (b) 
of this section), the exclusion applies 
to the value of any meal furnished 
without charge to the employee on 
such premises. 

(ii)(a) Meals will be regarded as fur-
nished for a substantial noncompen-
satory business reason of the employer 
when the meals are furnished to the 
employee during his working hours to 
have the employee available for emer-
gency call during his meal period. In 
order to demonstrate that meals are 
furnished to the employee to have the 
employee available for emergency call 
during the meal period, it must be 
shown that emergencies have actually 
occurred, or can reasonably be ex-
pected to occur, in the employer’s busi-
ness which have resulted, or will re-
sult, in the employer calling on the 
employee to perform his job during his 
meal period. 

(b) Meals will be regarded as fur-
nished for a substantial noncompen-
satory business reason of the employer 
when the meals are furnished to the 
employee during his working hours be-
cause the employer’s business is such 
that the employee must be restricted 
to a short meal period, such as 30 or 45 
minutes, and because the employee 
could not be expected to eat elsewhere 
in such a short meal period. For exam-
ple, meals may qualify under this sub-
division when the employer is engaged 
in a business in which the peak work 

load occurs during the normal lunch 
hours. However, meals cannot qualify 
under this subdivision (b) when the rea-
son for restricting the time of the meal 
period is so that the employee can be 
let off earlier in the day. 

(c) Meals will be regarded as fur-
nished for a substantial noncompen-
satory business reason of the employer 
when the meals are furnished to the 
employee during his working hours be-
cause the employee could not other-
wise secure proper meals within a rea-
sonable meal period. For example, 
meals may qualify under this subdivi-
sion (c) when there are insufficient eat-
ing facilities in the vicinity of the em-
ployer’s premises. 

(d) A meal furnished to a restaurant 
employee or other food service em-
ployee for each meal period in which 
the employee works will be regarded as 
furnished for a substantial noncompen-
satory business reason of the employer, 
irrespective of whether the meal is fur-
nished during, immediately before, or 
immediately after the working hours of 
the employee. 

(e) If the employer furnishes meals to 
employees at a place of business and 
the reason for furnishing the meals to 
each of substantially all of the employ-
ees who are furnished the meals is a 
substantial noncompensatory business 
reason of the employer, the meals fur-
nished to each other employee will also 
be regarded as furnished for a substan-
tial noncompensatory business reason 
of the employer. 

(f) If an employer would have fur-
nished a meal to an employee during 
his working hours for a substantial 
noncompensatory business reason, a 
meal furnished to such an employee 
immediately after his working hours 
because his duties prevented him from 
obtaining a meal during his working 
hours will be regarded as furnished for 
a substantial noncompensatory busi-
ness reason. 

(iii) Meals will be regarded as fur-
nished for a compensatory business 
reason of the employer when the meals 
are furnished to the employee to pro-
mote the morale or goodwill of the em-
ployee, or to attract prospective em-
ployees. 

(3) Meals furnished with a charge. (i) If 
an employer provides meals which an 
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employee may or may not purchase, 
the meals will not be regarded as fur-
nished for the convenience of the em-
ployer. Thus, meals for which a charge 
is made by the employer will not be re-
garded as furnished for the convenience 
of the employer if the employee has a 
choice of accepting the meals and pay-
ing for them or of not paying for them 
and providing his meals in another 
manner. 

(ii) If an employer furnishes an em-
ployee meals for which the employee is 
charged an unvarying amount (for ex-
ample, by subtraction from his stated 
compensation) irrespective of whether 
he accepts the meals, the amount of 
such flat charge made by the employer 
for such meals is not, as such, part of 
the compensation includible in the 
gross income of the employee; whether 
the value of the meals so furnished is 
excludable under section 119 is deter-
mined by applying the rules of subpara-
graph (2) of this paragraph. If meals 
furnished for an unvarying amount are 
not furnished for the convenience of 
the employer in accordance with the 
rules of subparagraph (2) of this para-
graph, the employee shall include in 
gross income the value of the meals re-
gardless of whether the value exceeds 
or is less than the amount charged for 
such meals. In the absence of evidence 
to the contrary, the value of the meals 
may be deemed to be equal to the 
amount charged for them. 

(b) Lodging. The value of lodging fur-
nished to an employee by the employer 
shall be excluded from the employee’s 
gross income if three tests are met: 

(1) The lodging is furnished on the 
business premises of the employer, 

(2) The lodging is furnished for the 
convenience of the employer, and 

(3) The employee is required to ac-
cept such lodging as a condition of his 
employment. 
The requirement of subparagraph (3) of 
this paragraph that the employee is re-
quired to accept such lodging as a con-
dition of his employment means that 
he be required to accept the lodging in 
order to enable him properly to per-
form the duties of his employment. 
Lodging will be regarded as furnished 
to enable the employee properly to per-
form the duties of his employment 
when, for example, the lodging is fur-

nished because the employee is re-
quired to be available for duty at all 
times or because the employee could 
not perform the services required of 
him unless he is furnished such lodg-
ing. If the tests described in subpara-
graphs (1), (2), and (3) of this paragraph 
are met, the exclusion shall apply irre-
spective of whether a charge is made, 
or whether, under an employment con-
tract or statute fixing the terms of em-
ployment, such lodging is furnished as 
compensation. If the employer fur-
nishes the employee lodging for which 
the employee is charged an unvarying 
amount irrespective of whether he ac-
cepts the lodging, the amount of the 
charge made by the employer for such 
lodging is not, as such, part of the com-
pensation includible in the gross in-
come of the employee; whether the 
value of the lodging is excludable from 
gross income under section 119 is deter-
mined by applying the other rules of 
this paragraph. If the tests described in 
subparagraph (1), (2), and (3) of this 
paragraph are not met, the employee 
shall include in gross income the value 
of the lodging regardless of whether it 
exceeds or is less than the amount 
charged. In the absence of evidence to 
the contrary, the value of the lodging 
may be deemed to be equal to the 
amount charged. 

(c) Business premises of the employer— 
(1) In general. For purposes of this sec-
tion, the term ‘‘business premises of 
the employer’’ generally means the 
place of employment of the employee. 
For example, meals and lodging fur-
nished in the employer’s home to a do-
mestic servant would constitute meals 
and lodging furnished on the business 
premises of the employer. Similarly, 
meals furnished to cowhands while 
herding their employer’s cattle on 
leased land would be regarded as fur-
nished on the business premises of the 
employer. 

(2) Certain camps. For taxable years 
beginning after December 31, 1981, in 
the case of an individual who is fur-
nished lodging by or on behalf of his 
employer in a camp (as defined in para-
graph (d) of this section) in a foreign 
country (as defined in § 1.911–2(h)), the 
camp shall be considered to be part of 
the business premises of the employer. 
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(d) Camp defined—(1) In general. For 
the purposes of paragraph (c)(2) of this 
section, a camp is lodging that is all of 
the following: 

(i) Provided by or on behalf of the 
employer for the convenience of the 
employer because the place at which 
the employee renders services is in a 
remote area where satisfactory housing 
is not available to the employee on the 
open market within a reasonable com-
muting distance of that place; 

(ii) Located, as near as practicable, 
in the vicinity of the place at which 
the employee renders services; and 

(iii) Furnished in a common area or 
enclave which is not available to the 
general public for lodging or accom-
modations and which normally accom-
modates ten or more employees. 

(2) Satisfactory housing. For purposes 
of paragraph (d)(1)(i) of this section, 
facts and circumstances that may be 
relevant in determining whether hous-
ing available to the employee is satis-
factory include, but are not limited to, 
the size and condition of living space 
and the availability and quality of util-
ities such as water, sewers or other 
waste disposal facilities, electricity, or 
heat. The general environment in 
which housing is located (e.g., climate, 
prevalence of insects, etc.) does not of 
itself make housing unsatisfactory. 
The general environment is relevant, 
however, if housing is inadequate to 
protect the occupants from environ-
mental conditions. The individual em-
ployee’s income level is not relevant in 
determining whether housing is satis-
factory; it may, however, be relevant 
in determining whether satisfactory 
housing is available to the employee 
(see paragraph (d)(3)(i)(B) of this sec-
tion). 

(3) Availability of satisfactory hous-
ing—(i) Facts and circumstances. For 
purposes of paragraph (d)(1)(i) of this 
section, facts and circumstances to be 
considered in determining whether sat-
isfactory housing is available to the 
employee on the open market include 
but are not limited to: 

(A) The number of housing units 
available on the open market in rela-
tion to the number of housing units re-
quired for the employer’s employees; 

(B) The cost of housing available on 
the open market; 

(C) The quality of housing available 
on the open market; and 

(D) The presence of warfare or civil 
insurrection within the area where 
housing would be available which 
would subject U.S. citizens to unusual 
risk of personal harm or property loss. 

(ii) Presumptions. Satisfactory hous-
ing will generally be considered to be 
unavailable to the employee on the 
open market if either of the following 
conditions is satisfied: 

(A) The foreign government requires 
the employer to provide housing for its 
employees other than housing avail-
able on the open market; or 

(B) An unrelated person awarding 
work to the employer requires that the 
employer’s employees occupy housing 
specified by such unrelated person. 

The condition of either paragraph 
(d)(3)(ii) (A) or (B) of this section is not 
satisfied if the requirement described 
therein and imposed either by a foreign 
government or unrelated person applies 
primarily to U.S. employers and not to 
a significant number of third country 
employers or applies primarily to em-
ployers of U.S. employees and not to a 
significant number of employers of 
third country employees. 

(4) Reasonable commuting distance. For 
purposes of paragraph (d)(1)(i) of this 
section, in determining whether a com-
muting distance is reasonable, the ac-
cessibility of the place at which the 
employee renders services due to geo-
graphic factors, the quality of the 
roads, the customarily available trans-
portation, and the usual travel time (at 
the time of day such travel would be 
required) to the place at which the em-
ployee renders services shall be taken 
into account. 

(5) Common area or enclave. A cluster 
of housing units does not satisfy para-
graph (d)(1)(iii) of this section if it is 
adjacent to or surrounded by substan-
tially similar housing available to the 
general public. Two or more common 
areas or enclaves that house employees 
who work on the same project (for ex-
ample, a highway project) are consid-
ered to be one common area or enclave 
in determining whether they normally 
accommodate ten or more employees. 

(e) Rules. The exclusion provided by 
section 119 applies only to meals and 
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lodging furnished in kind by or on be-
half of an employer to his employee. If 
the employee has an option to receive 
additional compensation in lieu of 
meals or lodging in kind, the value of 
such meals and lodging is not exclud-
able from gross income under section 
119. However, the mere fact that an em-
ployee, at his option, may decline to 
accept meals tendered in kind will not 
of itself require inclusion of the value 
thereof in gross income. Cash allow-
ances for meals or lodging received by 
an employee are includible in gross in-
come to the extent that such allow-
ances constitute compensation. 

(f) Examples. The provisions of sec-
tion 119 may be illustrated by the fol-
lowing examples: 

Example 1. A waitress who works from 7 
a.m. to 4 p.m. is furnished without charge 
two meals a work day. The employer encour-
ages the waitress to have her breakfast on 
his business premises before starting work, 
but does not require her to have breakfast 
there. She is required, however, to have her 
lunch on such premises. Since the waitress is 
a food service employee and works during 
the normal breakfast and lunch periods, the 
waitress is permitted to exclude from her 
gross income both the value of the breakfast 
and the value of the lunch. 

Example 2. The waitress in example (1) is 
allowed to have meals on the employer’s 
premises without charge on her days off. The 
waitress is not permitted to exclude the 
value of such meals from her gross income. 

Example 3. A bank teller who works from 9 
a.m. to 5 p.m. is furnished his lunch without 
charge in a cafeteria which the bank main-
tains on its premises. The bank furnishes the 
teller such meals in order to limit his lunch 
period to 30 minutes since the bank’s peak 
work load occurs during the normal lunch 
period. If the teller had to obtain his lunch 
elsewhere, it would take him considerably 
longer than 30 minutes for lunch, and the 
bank strictly enforces the 30-minute time 
limit. The bank teller may exclude from his 
gross income the value of such meals ob-
tained in the bank cafeteria. 

Example 4. Assume the same facts as in ex-
ample (3), except that the bank charges the 
bank teller an unvarying rate per meal re-
gardless of whether he eats in the cafeteria. 
The bank teller is not required to include in 
gross income such flat amount charged as 
part of his compensation, and he is entitled 
to exclude from his gross income the value of 
the meals he receives for such flat charge. 

Example 5. A Civil Service employee of a 
State is employed at an institution and is re-
quired by his employer to be available for 
duty at all times. The employer furnishes 

the employee with meals and lodging at the 
institution without charge. Under the appli-
cable State statute, his meals and lodging 
are regarded as part of the employee’s com-
pensation. The employee would nevertheless 
be entitled to exclude the value of such 
meals and lodging from his gross income. 

Example 6. An employee of an institution is 
given the choice of residing at the institu-
tion free of charge, or of residing elsewhere 
and receiving a cash allowance in addition to 
his regular salary. If he elects to reside at 
the institution, the value to the employee of 
the lodging furnished by the employer will 
be includible in the employee’s gross income 
because his residence at the institution is 
not required in order for him to perform 
properly the duties of his employment. 

Example 7. A construction worker is em-
ployed at a construction project at a remote 
job site in Alaska. Due to the inaccessibility 
of facilities for the employees who are work-
ing at the job site to obtain food and lodging 
and the prevailing weather conditions, the 
employer is required to furnish meals and 
lodging to the employee at the camp site in 
order to carry on the construction project. 
The employee is required to pay $40 a week 
for the meals and lodging. The weekly 
charge of $40 is not, as such, part of the com-
pensation includible in the gross income of 
the employee, and under paragraphs (a) and 
(b) of this section the value of the meals and 
lodging is excludable from his gross income. 

Example 8. A manufacturing company pro-
vides a cafeteria on its premises at which its 
employees can purchase their lunch. There is 
no other eating facility located near the 
company’s premises, but the employee can 
furnish his own meal by bringing his lunch. 
The amount of compensation which any em-
ployee is required to include in gross income 
is not reduced by the amount charged for the 
meals, and the meals are not considered to 
be furnished for the convenience of the em-
ployer. 

Example 9. A hospital maintains a cafeteria 
on its premises where all of its 230 employees 
may obtain a meal during their working 
hours. No charge is made for these meals. 
The hospital furnishes such meals in order to 
have each of 210 of the employees available 
for any emergencies that may occur, and it 
is shown that each such employee is at times 
called upon to perform services during his 
meal period. Although the hospital does not 
require such employees to remain on the 
premises during meal periods, they rarely 
leave the hospital during their meal period. 
Since the hospital furnishes meals to each of 
substantially all of its employees in order to 
have each of them available for emergency 
call during his meal period, all of the hos-
pital employees who obtain their meals in 
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the hospital cafeteria may exclude from 
their gross income the value of such meals. 

[T.D. 6745, 29 FR 9380, July 9, 1964, as amend-
ed by T.D. 8006, 50 FR 2964, Jan. 23, 1985] 

§ 1.120–1 Statutory subsistence allow-
ance received by police. 

(a) Section 120 excludes from the 
gross income of an individual employed 
as a police official by a State, Terri-
tory, or possession of the United 
States, by any of their political sub-
divisions, or by the District of Colum-
bia, any amount received as a statu-
tory subsistence allowance to the ex-
tent that such allowance does not ex-
ceed $5 per day. For purposes of this 
section, the term ‘‘statutory subsist-
ence allowance’’ means an amount 
which is designated as a subsistence al-
lowance under the laws of a State, a 
Territory, or a possession of the United 
States, any political subdivision of any 
of the foregoing, or the District of Co-
lumbia and which is paid to an indi-
vidual who is employed as a police offi-
cial of such governmental unit. A sub-
sistence allowance paid to a police offi-
cial by any of the foregoing govern-
mental units which is not so provided 
by statute may not be excluded from 
gross income under the provisions of 
section 120. The term ‘‘police official’’ 
includes an employee of any of the 
foregoing governmental units who has 
police duties, such as a sheriff, a detec-
tive, a policeman, or a State police 
trooper, however designated. 

(b) The exclusion provided by section 
120 is to be computed on a daily basis, 
that is, for each day for which the stat-
utory allowance is paid. If the statute 
providing the allowance does not speci-
fy the daily amount of such allowance, 
the allowance shall be converted to a 
daily basis for the purpose of applying 
the limitation provided herein. For ex-
ample, if a State statute provides for a 
weekly subsistence allowance, the 
daily amount is to be determined by di-
viding the weekly amount by the num-
ber of days for which the allowance is 
paid. Thus, if a State trooper receives a 
weekly statutory subsistence allow-
ance of $40 would be $8, that is, $40 di-
vided by 5 for 5 days of the week, the 
daily amount would be $8, that is, $40 
divided by 5. However, for purposes of 

this section, only $5 per day may be ex-
cluded, or $25 on a weekly basis. 

(c) Expenses in respect of which the 
allowance under section 120 is paid may 
not be deducted under any provision of 
the income tax laws except to the ex-
tent that (1) such expenses exceed the 
amount of the exclusion, and (2) the ex-
cess is otherwise allowable as a deduc-
tion. For example, if a State statute 
provides a subsistence allowance of $3 
per day and the taxpayer, a state 
trooper, incurs expenditures of $4.50 for 
meals while away from home overnight 
on official police duties only $3 would 
be excludable under this section. Ex-
penses relating to such exclusion ($3) 
may not be deducted under any provi-
sion of the income tax laws. However, 
the remaining $1.50 may be an allow-
able deduction under section 162 as 
traveling expenses while away from 
home in the performance of official du-
ties. See § 1.162–2. 

(d) In the case of taxable years end-
ing after September 30, 1958, section 120 
and this section do not apply to 
amounts received as a statutory sub-
sistence allowance for any day after 
September 30, 1958. 

§ 1.120–3 Notice of application for rec-
ognition of status of qualified group 
legal services plan. 

(a) In general. In order for a plan to 
be a qualified group legal services plan 
for purposes of the exclusion from 
gross income provided by section 
120(a), the plan must give notice to the 
Internal Revenue Service that it is ap-
plying for recognition of its status as a 
qualified plan. Paragraph (b) of this 
section describes how the notice is to 
be filed for the plan. Paragraph (c) of 
this section describes the action that 
the Internal Revenue Service will take 
in response to the notice submitted for 
the plan. Paragraph (d) of this section 
describes the period of plan qualifica-
tion. 

(b) Filing of notice—(1) In general. A 
notice of application for recognition of 
the status of a qualified group legal 
services plan must be filed with the 
key district director of internal rev-
enue as described in § 601.201(n). The no-
tice must be filed on Form 1024, Appli-
cation for Recognition of Exemption 
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